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CENTRAL INTELLIGENCE AGENCY 
WASHINGTON 25, D. C. 


OFFICE OF THE DIRECTOR 


au 13 1952 


MEMORANDUM FOR: SPECIAL ASSISTANT, INTELLIGENCE, DEPARTMENT 

OF STATH 

ASSISTANT CHIEF OF STAFF, G-2, DEPARTMENT 
OF THE ARMY 

DIRECTOR OF NAVAL INTELLIGENCE, DEPARTMENT 
OF THE NAVY 

DIRECTOR OF INTELLIGENCE, HEADQUARTERS, UNITED 
STATES AIR FORCE 

DIRECTOR OF INTELLIGENCE, ATOMIC ENERGY 
COMMISSION 

DEPUTY DIRECTOR FOR INTELLIGENCE, THE JOINT STAFF 

ASSISTANT TO THE DIRECTOR, FEDERAL BUREAU OF 
INVESTIGATION 


SUBJECT: Intelligence Deficiencies Revealed in SEH-27 


1. The Office of National Estimates has reviewed with the 
IAC representatives the intelligence deficiencies in SE-27. ‘These 
have been presented in Enclosure A. 


2. Inasmuch as the intelligence deficiencies are primarily in 
regard to economic matters, I have requested Mr. Amory, as the Chair- 
man of the Economic Intelligence Committee (EIC), to take up with that 
Committee as an urgent matter:: 


ae The review of existing guidance in this field to collection 
agencies; 


b. Action required'to fill the specific gaps as pointed out 
on page four of the enclosure relating to seaborne exports from the 
Communist bloc to Communist China and railroad transporation; 


ec. Consideration of what additional research facilities 
within the community should be provided in order to strengthen 
our research in this field. 


3. I am requesting Mr. Amory to make available to me and to the 
other IAC members a progress report within six weeks. 


STATE, USAF reviews completed 
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4, The statement of intelligence deficiencies points out needs 
for coordinating, translating, indexing, and distributing the material 
already available on Communist China. TI have requested Mr. Reber, 
the Assistant Director for Intelligence Coordination to look into 
this question with the IAC agencies and similarily to submit a report 
to me and the IAC within six weeks. In connection with this Mr. Reber 
will keep in close touch with Mr. Amory and will seek the advice of the 


EIC Subcommittee on Requirements. 


WALTER B. SMITH 
Director 
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STATEMENT OF INTELLIGENCE DEPICIENOTES REVEALED TN SE-27: 


ER MRSA ML 


OTROBABLE EFFOCTS GF VARIOUS POSSIBLE COURSES oF 
ACTION WITH RESPECT TO COMMUNIST CIMA 


1, The first and most basis defielensy is in general 


goveroes of Commnist Ching. fs. DEEPSSUL REAL On. 9c economic matters. 
US polley with respect te Cornun China must lean heavily on 


omalyses of many aspects of the plete situation within that 
eountey. Such problems aa the extent to which Western trade 
controls have weakened the Chinese Communist economy and the 

degree to which additional controls could be expected to weaken 

4% further, the economic obility of Commmisat China to carry on 

the war in Korea and to support additional large-scale military 
operations, the decree to which Gommunist China can compensate the 
USSR for Soviet military and economic assistance, the development 
of the Chinese Communist wor potentiol, and the inflationary 
pressttres existing in Comnmist Chim, are key quostions in the 
preparations of National Estimates and the formulation of national 
policy with respect to Communist China. SE-~27 oy well os predecessor 
estinates wos hampered by the difficulties in determining the extent 
and manner in which economic factors affeated the intentions and 
sapobilities of the feiping reine, The absenes of such treatment 
reflected capa in both collection and research efforts, thus: 


a. Collegtion. There is 0 serious lack of reliable 
econonic information on Cocommist China, The 
following points are pertinent: 


(1) Bywen when the mainland wos under the 
Nationalists and the US had sconsiderablie 
freedom to obtain informtion, econonic 
information was genercliy inadequate 
and/or unreliable, 


(2) The data and qualitative 4oformotion that 
were avajloble with respect to the econo 
of the Chinese mainiondg at the tine the 
Notionolists avacuated hos been getting 
rapidly ont of dete, US officials were 
recolisd in December 1950 ond business 


SECRET “ 


Approved For Release 2004/08/19 : CIA-RDP80R01731R002600030001-4 


Approved ForRelease 2004/08/19 : CIA-RDP80R01784f002600030001-4 


seat progressively withdrew . 
after that date. Information now avail- 
able ip limited ogaasional 


pari cmunist propa 
axl speachea nedte by Conmmntest officials. 


(3) Ag dn the cage of ol) Comuniat states, much 
information on the Chinese economy is regarded 
Bs 8 state acoret and is strictly guarded, 


Collation. There is necd for coordinating, trans- 
dating, indexing, and distributing the moterfel 
alrenty avallable on Communist China, ‘In particular, — 


3% is important to coordinate the variow efforts to 


obtain and exploit materdal on the econeny of China 
(such os the Air Forces Rescarch Project at Stanford, 4; 
the State ag reagan eoliestion and translation 
projects ab Hong Fone and Tafped, and CIA's Foredgm 
fF SC *#ivisions), Decause 
of the dear slotions, it 4s perticularly 
important to piptates dupltontdon in this field, 


Research. The economic rescarch facilities allo- 


ented to Comuimist China in the Washington intelli- 
gence comumity have beon inadequate, . Alth 

there are a sufficient mmber of specialists (e.¢., 
mining, transportation, agricultural speaialiata) 
who could be transferred from prescnt areas of 
responsibility to work on Commmist China, there 
ore few analysts with good peneral economic back- 
ground and an arca Imowledgs of China. Thus, 
economic research facilities are Inadequate to 
make full use of even the limited amount of economic 
information readily available on Commmist China, 


“QR, which 4s the principal contributor to National 


Eatinates dealing with the econony of Commmist 
China, haa only neaged in this activity. | 
Moreover, with Increased emphasis on rercarch and 
anplysia of the Chiness Commmist economy, more 
information, direct or derived, would be made 
available, (In the vonghly analorous situation 
with reapect to tho Soviet sconemy, considerable 


progress has been made in exploiting through intensive 


iN 


G yon 


ee 


emalytical techniques the limited information available, ) 


» 2» 
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(1) Specifically, a recent survey conducted by 

the Economie Intelligence Comittes reveals 
t only the equivalent of approxinately 
eee ee analyste* in the US Govern 
ment (including approxim:tely[_ in non-Lic 
arengies) are enfaged in work vhieh saa 
possibly contribute to the production of 
Yetional Estinates dealing with the econcy 
of Commmist China. Of these analyste, 
theys are the equivalont of ouly engaged in 
the preperation of analyses on the Chinese 
Gemumist economy og a whole; the remainder are 
employed on the research of specific segments 
of the economy, e.¢., international trade and 
finonos, transportation, saterials, and industry, 
Stnea National Estimates are largely devoted to 
the exmmination of brond problems, 1t 4a apparent 
thet the paucity of annlyate who have intergrated 
approach to the sconomy of China as a whole hat 
directly ani seriously affected the quality of 
intellirence estimates dealing with this asvect of 
Communiat Chinn. Th should be furthor noted 
that even those antlystea vhose work 2s such as 
to bear on the production of National Ostinetes 
probably devote a lerge proportion of thels tine 
. t© purely departzental problens. 


(2) There are the equimlont of approximately 
onnlyste engaged in econonle research uhi 
contributes only indirestiy or remotely to 

Retimtas | € 2 


There de attached az Tab "A" a table simmmarig; 
the CIC findings, 


RRA ASOT CO PORE OR CII LOR aR MN I EAR | AEH IO A 


x Tn wiew cf the fact that thore cro professional analysts 
in the Gevernnent who spend only a fractional part of their 
time in research on specinlizsd aspodts of the Chinese 
Communist econcamy, the number of professionals working on 
this aren have been expreaced in one-mon-full-tine equivalents. 


: 
Pe 
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2, th addition, two apecstie gape in intelligence were 


evident in the praparation 


eatinate es well as in the 


preparation of euch other estimates ea SE-20 and I-32: 


fhe 


Intelligences on ssaborne exports from the 
Communist blor to Commmist China is inade-~ 
quate, Without euch data 1t is diffieult, 
if not Impossible, te arzive at o reliable 
estinate of the effect of a Vestern-iny 
naval. blockade on Communist China, | 


 gaggested thet additional information on the Trans- 

berion Cngirond i 25X1 
ee ee 25X1 
(Tithe TAC represontatives augrest tiat these 
= be pap as a specific collection possi~ 25X1 


bility, The representatives believe that it my be 
oantnie to obtain a more expert appraisal of exlating 
evidence than has yet becn furnished, 


Additional avolysis is necessary in the eopacity and 
traffic of acy overlond routes fran the Soviet 
Far Cast to Menehuria, 
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RMASURUS NHICH CIA OFFICES HAVE TAKEN OR WILL WAKE TO CORRECT THE 
INTRLLIGENCE DEFICIENCIES REVEALED IN SE-27 


1. ‘he CIA offices have reported the following actions to improve 
intelligence coverage in Cormunist China, particualrly with respect to 
economics: 

a. ‘the Office of Training is planning to establish a course 
designed to develop competence in the reading of Chinese newspapers. 
Tt is also taking the initiative to discuss with production offices 
in the Agency additional Chinese language training programs as 
they may require. 


25X1 


e. ‘The Foreign Documents Division is issuing economic reports, 
resulting from exploitation, at the rate of about ten per month. 
The source materials consist of 32 Communist Chinese newspapers and 
a substantial volume of periodicals, monographs, pamphlets, 
and other documents irregularly received. 25X1 
analysts are currently assigned to exploitation for economic 
information. The T/O requested for next year would add 


[] 25X1 
positions. 
25X1 


‘the IAC agencies are being requested to submit new comprenensive 
requirements which will define the existing intelligence gaps. 


25X1 


Approved For Release 2004/08/19 : CIA-RDP80R01731R002600030001-4 


wo. oe ac REI 


“- s Appréved For Relegse 2004/98/19 : CIA-RDP80R01731R0Qg800030001-4 


h. ORR is shown in SE-27 post-mortem as having only the 
25X11 equivalent of full-time analysts at work on the economy 
of China. The T/O submitted by AD/RR calls for [__Janalysts 
to work exclusively on this area as follows: 


Because of the functional organization of RR the foregoing only 
gives a partial picture. The new research program for 1953 now 
being drafted will focus attention on all important sectors of 
the Chinese economy and bring to bear the talents of industrial 
and technical specialists to an extent equivalent to another 

25X1 [__fruti-time analysts' time. 


SUING i 
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